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)
)
)
)
)

COMMENTS OF ITCs

CC Docket No. 96-262

ITCs, Inc. ("ITCs"), an economic cost consultant to independent telephone companies

serving America's rural areas, including Chariton Valley Telephone Company, Columbine

Telephone Company, Cunningham Telephone Company, DeKalb Telephone Cooperative, Inc.,

ETEX Telephone Cooperative, Mokan Dial, Inc.- Kansas, Mokan Dial, Inc.-Missouri,

Moultrie Independent Telephone Co., Inc., South Central Telecommunications of Kiowa,

South Central Telephone Association - Kansas, South Central Telephone Association -

Oklahoma, Steelville Telephone Exchange, Inc., Tri-County Telephone Association, Inc., TCT

West, Inc., and Wiggins Telephone Association, by its counsel, respectfully submits comments

regarding the Notice of Proposed Rulemaking on Access Reform adopted December 23, 1996

and released December 24, 1996 as follows:

Background

1. ITCs and its constituents are very much aware of the application of this

proposed rulemaking to those Local Exchange Carriers regulated by a price-cap form of

incentive regulation. However, the history of federal regulation clearly demonstrates the

presence of a "Shadow Effect" wherein telecommunications policies implemented on behalf of



large companies are eventually extended to small rural exchange carriers. Included in the

Commission's proposals are considerations that clearly impact these companies; accordingly, a

response is warranted.

2. In addition, access charge reforms are inextricably linked to the implementation

of universal service support mechanisms, and this support is a vital element in the ability of

the companies represented herein to provide service on a universal basis. Accordingly, these

companies must participate in all dialogue related to the "trilogy".

3. Finally, there appears to be a presumption that a bifurcated regulatory approach

between small rural exchange carriers and large Incumbent Local Exchange Carriers is an

acceptable alternative for the small rural companies during this period of transition and that

competition will not be attracted to rural areas and that the opportunities for modifications,

exemptions and determinations of eligibility will be seized as protective havens by these

companies when competition does occur. However, given the actions of the Commission and

the Federal-State Joint Board thus far, such as the Universal Service Fund ("USF") freeze,

imposition of forward looking hypothetical costs and the mandatory use of models leave no

choice for many small rural companies; they must move forward and assume responsibility for

their own destiny or perish.

4. For the above reasons, although this proceeding may appear unrelated to the

above mentioned local exchange carriers, these comments are offered in order to ensure that

the rural Local Exchange Carriers' perspectives are available during the Commission's

deliberations.
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Rate Structure Changes

5. ITCs remains of the opinion that the plan put forth previously by ITCs as part

of the USF proceeding contains the means by which the Commission's objectives for both

common line support and access can be achieved. Linking that concept to the present

proceeding, and assuming continuation of a .25 fixed allocator along with the drive toward

elimination of a Carrier Common Line Charge, ITCs suggests that all costs over the

Subscriber Line Charge (tlSLC") be recovered through the USF process on a per line basis.

This approach minimizes the opportunity for competitors to offer lower prices through the

availability of averaging, and thereby increases the probability of competitive neutrality.

6. Based on the above suggestion, and for the reasons detailed below, ITCs cannot

support the apparent invitation to consider removal of the SLC cap as it applies to second

lines and multiline businesses. Removal of the cap clearly prejudices rural communities

because these lines will not be subject to universal service support if the Federal-State Joint

Board Recommendations prevail and an increased SLC assessed on those lines to cover the

unsupported costs will make them unaffordable. However, due to lower costs, the same will

not be true in the larger urban areas. Furthermore, taking this approach will violate the

concept of "comparable services at comparable rates" required by section 254 of the 1996

Telecommunications Act. For these same reasons, the deaveraging of the SLC charges

between urban, suburban, small towns and rural areas must also be avoided. Again,

comparable services will not be provided at comparable rates.

7. The concept of flat rates for the Non-Traffic Sensitive (tiNTS") portion of

switching facilities returns the industry to the pre-1987 period where these costs were
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separately identified and allocated on the same basis as loop plant. Given that these costs are

fixed and are generally linked to loop usage, these costs should be allocated and billed based

on precisely the same principles as the corresponding loop plant.

8. With many developing nations, the concept of imposing a call set up/take down

charge has been suggested as an incentive to improve call completion ratios. However, no

such need exists in this country and it is generally more effective to link charges to a valid

customer generated revenue stream. With no plans to charge consumers for attempts to

complete calls, it does not seem logical to generate charges to interexchange carriers for costs

associated with calls that are not completed. Of even greater concern is the administrative

burden. The implementation of an arrangement such as this would necessitate a major change

to access billing systems without significant benefit to any of the parties involved, including

the consumer.

9. The elimination of the Transport Interconnection Charge ("TIC") is an obvious

necessity as it is not sustainable in a competitive environment. Furthermore, the four

alternatives offered by the NPRM certainly indicate the Commission's recognition of this

problem. However, one must wonder why this element is not viewed as a support mechanism

and that it is not, to the degree necessary, included as part of Universal Service support,

particularly when access to interexchange carriers has been defined by the Federal-State Joint

Board Recommendation as a supportable element of service. A primary reason for an

approach such as this is that the price per transport minute must be the same if a level playing

field is to be achieved. If an incumbent LEe's price is to high, a larger entity, using the

advantages of averaging can offer like services at lower prices. Such an unintended result is
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not an acceptable alternative. Again, linking this concept to the concept outlined above for

common line charges, it is recommended that all costs over and above those recovered

through a nationwide average per minute charge be bulk billed and recovered through the

USF mechanism.

Switch Cost Allocation

10. With the emphasis on recognizing the NTS aspects of central office switching,

it is important to consider a revision to the base for allocation. Currently, using a Subscriber

Line Use basis for the determination of Dial Equipment Minutes, actual local switch minutes

are duplicated in recognition of the fact that both the originating and terminating parties are

located within the same exchange.

11. If the NTS portion of the switch is to be separately identified it may be more

appropriate to use a measurement that excludes this duplicity. It is therefor recommended that

the use of pure Switched Minutes of Use ("SMOU") be considered. This will more accurately

reflect actual usage; a consideration necessary if competition is to succeed. Further, it is

recommended that a mechanism like that suggested for the common line and TIC charge be

implemented whereby all costs above those recovered through a nationwide average SMOU

rate per minute be recovered through the USF process.

Total Element Lon~ Run Incremental Costs

12. The Commission again advances the use of a Total Element Long Run

Incremental Cost (ffTELRIC") basis for cost determination should a prescriptive transition

approach be used. As ITCs has previously stated, the use of anything other than actual costs

will result in distorted costs, inconsistent pricing, potential confiscation and a marvelous
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opportunity for total regulatory confusion. Further, the means and timing of update, dispute

resolution and basic rules have yet to be determined. ITCs urges reconsideration of the matter

with the hope of avoiding endless rounds of conflict in an environment where the dictates of

the marketplace will soon determine costs and pricing.

Embedded Cost Recovery

13. ITCs applauds the Commission's goal of addressing the issue of embedded cost

recovery which is one of the cornerstones of a successful "trilogy" implementation. In this

regard, it is suggested that each Incumbent Local Exchange Carrier be obligated to determine

the difference between their embedded costs and those produced by a TELRIC approach and

the difference amortized over a three year period using a USF or access surcharge as the

revenue vehicle. For example, if a certain class of plant has been depreciated to the 50%

level, the resulting net book amount would be compared to like TELRIC plant, also

theoretically, depreciated to the 50% level, and the difference recovered as described above.

Absent such an approach, the competitive playing field will never be level, particularly for

small rural telecommunications entities.

Conclusion

14. ITCs supports the Commission's intended reform of the access charge regime

currently in place inasmuch as the current regime is not compatible with changing public

telecommunications policy. However, undoing the results of many years of careful

deliberation and the resulting mechanisms cannot be accomplished easily and without very

careful consideration. In addition, it must be completed in a manner that produces absolute
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competitive neutrality. Should these elements be lost in the process, the intended objectives

of the Telecommunications Act of 1996 and the Commission's goals will not be successfully

met.
Respectfully Submitted

David A. Irwin
Tara S. Becht

(Licensed in Maryland Only)

Irwin, Campbell & Tannenwald, P.C.
1730 Rhode Island Ave., N.W.
Suite 200
Washington, DC 20036-3101
Tel. 202-728-0400
Fax 202-728-0354

Counsel for ITCs, Inc.
January 29, 1997
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